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THE MAIN BUILDING 
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CANADA — BRADIE BUILDING, 630 6TH AVENUE S.W. 
CALGARY, ALBERTA, CANADA 


PETROLEUM CO. 


To Our Shareholders: 


As stated in our annual report for the year ended 
April 30, 1969, Mesa is changing to a calendar year 
basis of reporting beginning with the calendar year 1969. 
This is our first interim report on the new basis and 
covers operations for the six months ended June 30, 
1969. 

Gross revenues during the six months period totaled 
$7,828,404 versus $8,407,449 during 1968. Net income 
totaled $3,307,558, equivalent to $.88 per share (includ- 
ing $.01 extraordinary) on 3,746,458 average shares out- 
standing, compared with $2,942,793, or $.74 per share on 
3,992,313 average shares outstanding in 1968. Per share 
calculations are based on the average number of com- 
mon shares outstanding during each period and assum- 
ing conversion of all Preferred stock which is considered 
to be common stock equivalent in both periods. 

Mesa’s oil and gas exploration continues on schedule. 
A 117 well development drilling program, at an esti- 
mated cost of $5 million, was commenced in June, 1969 
in the Panoma Council Grove Field located in Grant 
and Stevens Counties, Kansas. To date 21 wells have 
been completed and plans are to complete all of the wells 
by January 1, 1970. We are currently participating in 
the drilling of the fourth development well in the East 
Oak Grove area of Louisiana. Mesa’s interest varies 
from 10 percent to 25 percent in approximately 17,- 
500 acres in this area. Based on current geological 
data, several additional locations will be drilled in this 
field. In the Senex Creek area of northern Alberta, 
we have participated in the drilling of six produc- 
tive wells to date. Mesa’s interest varies from ten 
to one hundred percent in about 100,000 acres in this 
area. Additional exploratory drilling continues in the 
Midcontinent, Rocky Mountain and Gulf Coast areas. 


On May 14, 1969 Mesa announced its initial step in 
the field of agribusiness. The acquisition of Swisher 
County Cattle Company, Harman-Toles Elevator Com- 
pany and Harman & Toles Grain Company was con- 
summated on June 18, 1969 for a total consideration of 
84,144 shares of common stock. On August 1, 1969, 
Mesa acquired Randall County Feed Yard, Inc., and 
Central Leasing Company for 75,000 shares of common 
stock, $1 million in cash and assumption of indebted- 
ness of approximately $1 million. Under the terms 
of the agreement, Mesa will pay up to an additional 
75,000 shares of common stock contingent upon Ran- 
dall’s earnings over the next three years. These ac- 
quisitions were made by Mesa Agro Inc., a wholly- 
owned subsidiary of Mesa. With the current capacity 
and present expansion program, we should have a cus- 
tom feeding capacity of 100,000 cattle by October 1st 
and 200,000 cattle within two years. All of the acquired 
companies are well established and profitable businesses 
which are a logical supplement to a natural resource 
company such as Mesa. 


Our outlook going into the second half of calendar 
year 1969 is favorable, and we anticipate record volume 
and profits for the year. 


Sincerely, 


Niet eee 


T. B. PICKENS, JR. 
President 
August 1, 1969 


“De 


consolidated statement 


of income 


(Subject to Year-End Audit) 


Six Months Ended 
June 30 
1969 1968 
REVENUES: 
Natural gas and 
Oil Sale Se open ieee n te $5,000,143 $5,343,214 
Products extracted from 
naturalecasea ee 578,236 


Proceeds from drilling ar- 
rangements and sales of 
oil and gas leases held 
fon resaleneeene ee 1,393,232 


Feed and grain sales .. 540,689 
Other income .......... 316,104 


$7,828,404 


879,475 


1,813,906 


370,854 
$8,407,449 


EXPENSES: 
Operating expenses and 
TOVAltIES = 58.0 9 Sere $1,349,671 
Cost of drilling arrange- 
ments and sales of oil 
and gas leases held for 
resale: <1 425 one ae 631,329 


Sales: UH. eisae rene 455,924 


670,425 
599,159 


LIVEN ae oe ee ee 
interest? {35.se ee 
Depreciation, depletion 

and amortization ..... 


Provision for Federal and 
state income taxes .... 


556,727 


315,000 


$1,392,265 


1,027,094. 


494,494 
102,872 


558,931 


1,889,000 


$4,578,235 


$5,464,656 


INCOME BEFORE 


EXTRAORDINARY 
GAIN Vibe sean $3,250,169 


GAIN ON SALE OF 
MARKETABLE 
SECURITIES 
Ne teOrtaxese ee ees 57,389 


$2,942,793 


INT TNCOMIBG fais. ees $3,307,558 


$2,942,793 


EARNINGS PER COM- 
MON AND COMMON 
EQUIVALENT SHARE 

(based on average 

shares of common stock 
outstanding and assuming 
conversion of all Pre- 
ferred stock which is con- 
sidered to be common 
stock equivalent) : 


Income before 

extraordinary gain .... $.87 
Gain on sale of 

marketable securities . OL 


Netincomers cee. $.88 


Financial Review For The Years Ended April 30 


PETROLEUM CO. 


1969 1968 
OSC MCC VCOUCS Hera er Anes oh See ne hol ow i bee $16,404,000 $16,214,000 
ESI TONGS eh EECCA gD ERNE T? See Sane” te nnmea emer eT ee (tere aii $ 7,252,000 $ 6,875,000 
CEES ALC gaira ssa tek Ses ACR Seay ek ores ke Vee Vacs Oe $ Sie. ap 1.74 
ENG URILICOING Goto a us oe hea is ake crac Ge cs eee Tins ore $ 6,220,000 $ 5,841,000 
BEERS ATOR so ck, csphiis ich teat Oe rs Oe i a ANS RS Si $ 1.61 $ 1.48 
SIOCKNOMICES CQUIILY ccna ites ats Satceetn nee ot ae ae crs aes Rees $15,540,000 $21,462,000 
1257 A) 1 FE aera fl bean 2 Se Ra ae ea ee ar a OR RM or AR NAN a $ 4.01 $ 5.42 
Average number of shares outstanding during each period* .......... 3,873,440 3:956,137 
Oilsandeasvliquid sales = Net, Dblsnni ae anasto ae Gg eeer « 1,039,000 965,000 
(as csales--—— Net MMCGE sai pee sas cg uote ee yen ee eee OE oie 44,483 46,577 


* Based on the average number of common shares and assuming conversion of all 
preferred. stock which is considered to be common stock equivalent. 


To Our Shareholders: 


On April 29, 1969, the stockholders of Mesa and 
Hugoton Production Company approved the 
merger of Hugoton into Mesa; such merger be- 
came effective on April 30, 1969. The terms of 
the merger are outlined in detail in the notes to 
financial statements beginning on page 8. 


For the fiscal year ended April 30, 1969, which 
includes the results of Hugoton on a pooling-of- 
interest basis, gross revenues rose to a record 
$16,404,476, compared with $16,214,086 one 
year ago. Net income increased to a record 
$6,219,988 (including $186,266 extraordinary 
gain) from $5,840,635 (including $319,879 ex- 
traordinary gain) in the prior year. Earnings per 
share were $1.61 (including $.05 extraordinary) 
on 3,873,440 common shares outstanding, com- 
pared to $1.48 (including $.08 extrordinary) on 
3,956,137 common shares for the same period 
last year. Per share results are based on the aver- 
age number of common shares outstanding during 
each period and assuming conversion of all pre- 
ferred stock which is considered to be common 
stock equivalent in both years. 


Prior to the merger with Hugoton, Mesa has re- 
ported to its shareholders on an April 30th fiscal 
year basis. Hugoton previously reported on the 
basis of a calendar year. The Board of Directors 
on July 31, 1969 amended Mesa’s by-laws and 
adopted calendar year reporting beginning with 
the calendar year 1969. Since the Company held 
a special meeting of its shareholders on April 29, 
1969, and at that meeting elected new directors, 
no annual meeting will be held in 1969. An an- 
nual report for the calendar year 1969 will be 
issued, and the next annual stockholders’ meeting 


will be held on the last Wednesday in April, 1970. 
In line with Mesa’s change to a calendar year, a 
semi-annual report for the six months ended 
June 30, 1969 is enclosed with this report. 


The Company’s oil and gas exploration program 
continues at a rapid pace. Capital expenditures 
net to Mesa’s interest totaled approximately 
$3,500,000 during the year ended April 30, 1969. 
Significant discoveries were encountered in the 
East Oak Grove area of Louisiana and the Senex 
Creek area of Alberta, Canada. Development 
drilling is progressing satisfactorily in both areas. 
During the calendar year 1969, capital expendi- 
tures net to Mesa’s interest are budgeted at ap- 
proximately $9,000,000. 


Principal areas of concentration in the current 
year will continue to be the Gulf Coast, the Mid- 
continent, the Rocky Mountains and Canada. 
With increased financial and mineral resources, 
we believe that Mesa is at the threshold of its 
greatest period of sustained growth and expansion. 
We will keep you informed of our progress. 


Sincerely, 


NQ Vide: 


T. B. PICKENS, JR. 
President 


August 1, 1969 


Consolidated Statements of Income 
For Twelve-Month Periods Ended April 30, 1969 and 1968 


PETROLEUM CO. 
AND SUBSIDIARIES 


1969 1968* 
REVENUES: 
MmAL GBC ASEG AICS UL ere Nl er ee ett |. a cian oktericcere Gos his $ 9,968,496 $ 9,618,539 
Products extracted trom mMatural Cagee. wise: 6th 0 grils eis Me eas Ae 1,419,255 1,446,815 
Proceeds from drilling arrangements and sales of oil and gas leases 
RICE SEOT EOS Cee er NN ONS, pie il Bh ke cictteiii ean wn iy nee saree es 4,176,367 4,494,652 
Gilsonite sales, dividends, interest, and other income .......... 840,358 654,080 
$16,404,476 $16,214,086 
EXPENSES: 
GQnerating Expensestand TOVanies: oo 0m 4b y-5 ewes ee ee Os $ 2,716,608 $ 2,581,080 
Cost of drilling arrangements and sales of oil and gas leases held 
POMC SAIC one Pere m mee gE ene OK baa ate acy got) eis Coe ast se MME etn Ne 2,384,724 2,859,585 
Generale an sAciniis LL auty.C rt npoh.on setae aici os es ea ee 1,307,614 1,055,234 
| WTR IS Tec] pee Reto ee: hee One RRO PannT Ta EAPO are GR en ae ee 591,234 135,159 
Depreciation, depletion, and amortization (Note 2) ........... 1,032,074 1,034,272 
Provision for Federal and state income taxes (Note 3) ........ 2,338,500 3,028,000 
$10,370,754 $10,693,330 
INCOME, BEFORE: EXTRAORDINARY GAIN (24) .1. ci: eee oe ee S: 6,0333722 $P95520:756 
GAIN ON SALE OF MARKETABLE SECURITIES, net of taxes .......... 186.266 319,879 
INET INCOME + GNOTE#3:) bane. Meee aie renite ah reel eae oe one et amen ces $ 6,219,988 $ 5,840,635 
EARNINGS PER COMMON SHARE AND COMMON EQUIVALENT SHARE 
(based on average shares of common stock outstanding and assum- 
ing conversion of the $2.20 cumulative convertible senior preferred 
stock and the $2.20 cumulative convertible preferred stock which are 
considered to be common stock equivalents in both periods): 
Inconie! before extracrdimary gains. es es hed a hs Bre aes $1.56 $1.40 
Gain onesale.olsmarketable securities! 1, (ery ase ans be ate) 08 
INGUEITIC OM CW t-te een oe Canetiavs sce seem tate. nerotne Ue Peles Sain oh 5 $1.61 $1.48 


* The 1968 statements, which are not covered by the auditors’ report, combine 
Hugoton for the year ended December 31, 1967, with Mesa for the fiscal year 
ended April 30, 1968. 


(See accompanying notes to financial statements.) 


PETROLEUM CO. 
AND SUBSIDIARIES 


Assets 


CURRENT ASSETS: 
Cash (including $1,500,000 certificates of deposit in 1969) ..... 


Marketable securities, at cost (market value of approximately 
$5,800,000 m 1969 and $3,600,000 in 1968) 220. oo. ea. 


Accounts, TECCIVADIC: hs ah, ne eine ate creas teem ee 
Inventories, at cost — 
Oil and gas leases held for resale within one year .......... 
Other 


Prepaid / expenses isos aie eae ee ee eee 


©: (eo) (w {© ojo “oie 0) @ 0) 10° <e) 6 ‘0 a <6. @ (oe) ©) 0; © 6) @ e) eve © “6! 'e, 6 (6) ene) (s 6) 0 (8) 60/6) 6 


‘TLotalécurrent assets; iat. oe ee ee 


INVESTMENTS, at cost 


PROPERTY, PLANT AND EQUIPMENT, at cost (Note 2): 


Plant, producing and nonproducing oil and gas leases, wells and 
CQUIPMENt Ly aiieeie owt te wana ae Cee ree 


Gilsonite mining properties, plant, and equipment ............. 


Automotive, 1oftice, gandsother propemicss 1... sea ra eee 


Less — Accumulated depreciation, depletion, and amortization .. 


DEFERRED CHARGES AND OTHER ASSETS: 
Debtidiscountsexpensen tcc eg eer eens ieee es aoe 
Cash surrender value of life insurance .......0..:.s0..5.6.+0+ 


Deposits and «deterred -charvesa- ayaa ee eee hae tee ey cere 


* The 1968 statements, which are not covered by the auditors’ report, combine 
Hugoton for the year ended December 31, 1967, with Mesa for the fiscal year 
ended April 30, 1968. 


(See accompanying notes to financial statements.) 


193969 


» 2,270,592 


J 2005001 
2,850; 010 


1,245,830 
£25,218 
54,405 


$11,802,993 


$142,133 


$27,643,950 
P25 15925 
182,098 


$29,07-7,973 
7,313,206 
$21,764,767 


$ 289,409 
170,092 
62,088 

% 2215589 


$34,231,482 


Consolidated Balance 


1968* 


$ 2,040,173 


3,324,867 
33290,202 


1,234,924 
141,496 
40,225 


$10,037,897 


$- 120235 


$24,165,738 
1,153,870 
35,956 


$25,679,544 
6,311,953 
$19,367,591 


$ = 
105,483 
69,982 
$ 175,465 


$29,701,188 


Sheers APRIL 30, 1969 AND 1968 


Liabilities 


CURRENT LIABILITIES: 
Current maturities on long-term debt 27s. 2 es ee. ee whens 
SHORE Teli OleS? Payable vanes ie le tus Se a)s.e ai; sow ee ee aera om ere 
mccounts payables and -accrucd Mabilittes yao. 6.0 cre wetieie eat eles 
Reserve. tOnm possible relunda NOte4 )) iii vie os Rowe ores cerca 6 
BNC CrMeCULCCelalaINCOMes (AXES: sone isey ts) Sox5, 046 «can ene im le, A oc 
DSS Vals Wats ge (ore BY yore bay Pen anes ees Ay gee re enema 


Current liabilities, excluding short-term notes payable to be 
HCH ANCCUs Warr arde PRC we cee r ierac a teh su Rede inet oeaera 


Short-term notes payable to a bank due August 28, 1969, to be 
refinanced 


©) ,05.0). 6) 8) lee lene: (© ce Le) Je: (e, 6) (0! 16) (¢! (eae. ore, 0) © 0) 6 w (6: elo, 6: 01 @ (9), 6) 6) 101 6) 10) (6) @ 


Lonc-TERM DEBT (Note 5): 
Be Yo CONVEIUO le: CEDENUITeS GUC: LO So... aye ire. caine ean oe 
Oy For Ole payable: tO<ar Danke etrnt sees ween eee ee eee eee 
@thersunsecured,long-termsobueations =. v2 -.1.4 a Gee ees eee a: 


NCeSSr— CUTFEnC- MAtUTITICS 4 oius Gl, Peete Le een iin eee es 


DEFERRED CREDITS 


STOCKHOLDERS’ INVESTMENT (Notes 1, 6, and 7): 

Preferred stock, $1 par value, issuable in series, 5,000,000 shares 
authorized — 

$2.20 cumulative convertible senior preferred stock, issued 

1,117,801 in 1969 and 1,252,795 shares in 1968 (liquidat- 

ing preference of $83,835:0 75% ine! 969)... 0.4, ee ce 

$2.20 cumulative convertible preférred stock, issued 265,381 

in 1969 and 458,965 shares in 1968 (liquidating prefer- 

ENCE Ole. 19-903 57 cite LO OO a mene 5 ware ee 

Common stock, $1 par value; authorized, 5,000,000 shares; issued, 

1,147,382 in 1969 and *798,659:sharés in 1968... .....5-. 


Capitals Surplitse jisci Biic-ci van Mee Rye ERNE CCE, oo enes, Meares 
RCINVEStCORCALHIN Sth. cu.carror te. tense ar ane, eee res es 


* The 1968 statements, which are not covered by the auditors’ report, combine 
Hugoton for the year ended December 31, 1967, with Mesa for the fiscal year 
ended April 30, 1968. 


(See accompanying notes to financial statements.) 


PETROLEUM CO. 
AND SUBSIDIARIES 


1969 


$ 257,000 
855,341 
1,938,825 
430,000 
266,795 


279,450 


$ 4,027,411 


8,309,568 


$125336,979 


$ 6,500,000 


24,651 


$ 6,524,651 


257,000 


36,267,651 
$__ 86,559 


Seal 780l 


265,381 


1,147,382 
4,136,285 
8,873,444 


$15,540,293 
$34,231,482 


1968* 


$ 11,500 


12593396 
430,000 
2,621,748 


$ 4,318,644 


$ 4,318,644 


$ ale 
3,860,000 
31,965 


$ 3,891,965 


11,500 


$ 3,880,465 
$ 40,105 


bal2024)99 


458,965 


798,659 
8,154,395 
10,797,160 
$21,461,974 
$29,701,188 


Consolidated Statements of Reinvested 
Earnings and Capital Surplus 


For the Twelve-Month Periods Ended April 30, 1969 and 1968 


REINVESTED EARNINGS: 


Balance, beginning Of period 7.22)... ee ee 
Net:income forthe period: 5--5s.tan a. hoe 


Cash dividends — 
Mesa common stock, $.10 and $.09 per share, respectively . . 


Hugoton common stock, $1.75 and $2.00 per share, 
TESPECUIVELY pie sas aiecceeag ee ace iene tone eck wean 


Mesa $2.50 preferred stock, $1.25 per sharean 1969°..... 2... 
Stock (divide meee elds fixse ilies secs he gs eee eet ee 


Adjustment to reflect Hugoton’s net income and dividends for the 
four months endedtApril: 30,1968) 25 te ee eee 


Elimination of Mesa’s 8% investment in Hugoton which was 
acquired: for cash: (Note 1) ta cee One ce ae 


ipalance, end ob perlod 7c. cae. ae be eee ce ee 


CAPITAL SURPLUS: 
Balance; beginning.Olpenod. ..2) ccc. 5 <ss e eee  e 
Excess market value over par value of 10% stock dividend ...... 


Excess of conversion amount over par value of 152,817 shares 
of common stock issued in connection with the conversion of 
$3,979,000 of 534% convertible subordinated debentures due 
1982, less unamortized bond issuance costs of $215,779 .. 


Stock options exercised: (Notes) a ne paee tae ey eee 


Conversion of 193,584 shares of $2.50 cumulative convertible 
preferred: Stocks we eee Ae ee cre ae ce ere ae eek ae 


Expenses incurred in connection with the merger of Mesa and 
EA UO COM Setices ee enh han cae pen as a ear reo Une Pa 


Elimination of Mesa’s 8% investment in Hugoton which was 
acquired forscasin GINO te aly) ec, ean en tr On nd einen te 


Balance. end Of Merlo 9. wae dae ee ees a en 


(See accompanying notes to financial statements.) 


PETROLEUM CO. 
AND SUBSIDIARIES 


1969 1968* 


$10,797,160 $10,193,929 
6,219,988 5,840,635 


(79,866) (58,574) 


(2,309,016) (3,423,520) 
(382,834) — 
— (1,755,310) 


20,416 — 


(5,392,404) — 


$ 8,873,444 $10,797,160 


$ 8,154,395 $ 2,852,528 


— 1,696,308 

— 3,610,404 

2.975 (4,845 ) 
(154,960) — 
(990,970) — 


(2,878,155) — 
$ 4,136,285 $ 8,154,395 


} 


Consolidated Statements of Source and Use of Funds 


For the Twelve-Month Periods Ended April 30, 1969 and 1968 


FUNDS WERE OBTAINED FROM: 
NKGURUTE GO arog i) gauge 7 oor ight Joes Uae ico Sua tS a een 
Depreciation, depletion and» amortization’... 0. Sissel we 
Net proceeds from sale of convertible debentures ............. 
One Cecil DOLEOW ING pone oye ysy Medan eters Oe Mas he Ge AS cheba san Vee 
Short-term notes payable due August 28, 1969 .............. 


proceeds from exercise Ob stock. OpHOns, -si.-auwia ees ae a le 


FUNDS WERE USED For: 
Gapitalvexpenditiires,. net oleretivements 4.025 oe ee 
Payment Of Cash dividends was a peoGts Tae ee ee et 
Reduction: of long-term: <debtaao... cnn ne oe ete 


Acquisition of 8% of Hugoton Production Company common 
stock for cash prior to merger of Mesa and Hugoton ........ 


Expenses of the merger of Mesa and Hugoton ................ 
OME Hela Pare i tend oP Suh ROE ae SIE a tice re 


Increase in working capital, excluding short-term notes payable to 
ai bankiduesA ieustl 28: L969 cc tor etic tr tetera ate tances ate 


* The 1968 statements, which are not covered by the auditors’ report, combine 
Hugoton for the year ended December 31, 1967, with Mesa for the fiscal year 
ended April 30, 1968. 


(See accompanying notes to financial statements.) 


1969 


$ 6,219,988 
1,032,074 
6,210,591 
8,309,568 

6,250 


$21,778,471 


$ 3,429,250 
DoT led bG 
4,112,814 


8,405,553 
990,970 
E1839 


2,050,329 
$21,778,471 


1968* 


$ 5,840,635 
1,034,272 
357 03,222 
3,860,000 


16,057 
$14,514,186 


$ 6,494,745 
3,482,094 
2,244,075 


148,276 


2,144,996 
$14,514,186 


MESA PETROLEUM CO. ano suBs/DIARIES 


Notes to Consolidated Financial Statements 
April 30, 1969 


(1) PRINCIPLES OF CONSOLIDATION — 


On April 29, 1969, the stockholders of Mesa Petroleum Co. and Hugoton Production Company 
approved the merger of Hugoton into Mesa; such merger became effective April 30, 1969. 


Prior to the merger and pursuant to an exchange offer, Mesa acquired 458,965 shares of Hugoton 
common stock in exchange for an equal number of shares of Mesa’s $2.50 cumulative convertible 
preferred stock. In addition, Mesa purchased 134,994 shares of Hugoton common stock in the open 
market for $8,405,553. 


Under the terms of the merger each share of Hugoton common stock (other than the shares owned 
by Mesa) was exchanged for one share of a new series of $2.20 cumulative convertible senior preferred 
stock of Mesa. The senior preferred stock is entitled to one vote per share and preferential annual cash 
dividends of $2.20 per share, is convertible into 1.875 shares of common stock of Mesa until March 1, 
1974, and 1.6 shares thereafter, is entitled to a preferential payment of $75 per share on liquidation, 
and is redeemable at $85 per share until March 1, 1974, and $75 per share thereafter. 


The outstanding common stock of Mesa is unchanged in the merger. However, the terms of Mesa’s 
outstanding $2.50 preferred stock issued in Mesa’s exchange offer to Hugoton stockholders in November, 
1968, were amended to provide for a $2.20 annual dividend and for conversion into 1.875 shares of 
Mesa’s common stock until March 1, 1974, and into 1.6 shares thereafter. The basic terms of such 
outstanding preferred shares and of the senior preferred stock are identical, except that the senior pre- 
fered stock has preferential rights as to dividends and distributions in liquidation. 


The accompanying consolidated financial statements, which include all subsidiaries of Mesa, reflect 
the merger of Hugoton into Mesa on a pooling-of-interests basis. In connection with the pooling, the 
134,994 shares of Hugoton common stock purchased by Mesa in the open market for $8,405,553 were 
cancelled by a charge to common stock ($134,994), capital surplus ($2,878,155) and reinvested earn- 
ings ($5,392,404). 


An analysis of the shares of Mesa’s capital stock for the twelve-month period ended April 30, 1969, 
is set forth below: 


$2.20 Senior $2.20 
Common Preferred Preferred 
Balance, beginning of period — 
MeSarCommotr siares asc. secre ieee tree eee 798,659 
Hugoton common shares, including shares acquired 
by Mesa for cash, exchanged upon consummation 
Of the MErter 0. cae. 5 See kee eee 12522795 
Hugoton common shares acquired in an exchange 
OMT er ta36) apne RR og er ee Oe ee ee 458,965 
Conversion of 52.5 Uspreterted stocia = erie ieee 348,448 (193,584) 
Cancellation of Hugoton common shares acquired by 
MeSatiOL CASNEA ee tye iano a woman OR Sieen aaa cesar (134,994) 
Stock*opuions exercisedaa ss ater nae Sonne eae trae 215 
Balance, end Ob speriOd rn. cicretee ey cette <a aetna aac 1,147,382 1,117,801 265,381 
TOTAL 
Common and common equivalent shares at 
A DTIRSO.. V969 see haan eae ae eter 3,740,847 1,147,382 2,095,876 497,589 


(2) ACCOUNTING PoLicy RELATING TO OIL AND GAS PROPERTIES AND DEPRECIATION — 


The company follows the accounting policy of capitalizing, for financial purposes, all direct costs 
incurred in the acquisition, exploration, and development of gas and oil reserves, including nonproductive 
costs. Such capitalized costs are being amortized on a company-wide composite unit-of-production method 


over the aggregate productive life of all of its producing properties. Under this method of accounting, no 
gains or losses are recognized upon the sale or disposition of oil and gas properties, except in extra- 
ordinary transactions. From inception of Mesa on May 1, 1964, through April 30, 1969, nonproductive 
costs capitalized, net of gains on sales of producing properties which have been credited to property and 
amortization, amounted to approximately $3,280,000. The provision for depreciation, depletion, and 
amortization for the year ended April 30, 1969, was computed by pooling Mesa and Hugoton’s oil and 
gas property costs, recoverable reserves and production. 


(3) FEDERAL INCOME TAXES — 


Inasmuch as the merger of Mesa and Hugoton did not become effective until April 30, 1969, the 
provision for Federal income taxes was computed on a separate company basis. Because of the deducti- 
bility for tax purposes of certain amounts capitalized and amortized for financial reporting purposes, no 
provision for Federal or Canadian income taxes for the year ended April 30, 1969, has been necessary 
for operations conducted by Mesa. As of April 30, 1969, Mesa has estimated unused operating loss 
carry-forwards of $2,000,000 which are available to reduce Federal income taxes which may be payable 
in future periods. 


For operations conducted by Hugoton, the provision for Federal and state income taxes was based 
on actual taxes payable for the eight months ended December 31, 1968, and for the four months ended 
April 30, 1969, the provision for Federal and state income taxes was based on the calendar year 1969 
estimated effective tax rate, which gives effect to $5,000,000 of estimated intangible drilling costs to be 
incurred during 1969 on the Hugoton properties. These intangible drilling costs which are capitalized 
for financial reporting purposes and expensed currently for Federal income tax purposes had the effect 
of decreasing the provision for Federal and state income taxes for the four months ended April 30, 1969, 
by $905,000. 


(4) FEDERAL POWER COMMISSION PROCEEDING — 


In a proceeding before the Federal Power Commission, the company is seeking to obtain authoriza- 
tion for the abandonment of a now discontinued sale of natural gas by Hugoton to Panhandle Eastern 
Pipe Line Company. In April, 1969, the Commission denied the application and ordered Hugoton to 
make refunds for the years 1961 until the present amounting to approximately $830,000, plus interest 
thereon. The maximum amount of refund including interest, net of tax effect, is estimated to be $575,000. 
In May, 1969, the company applied for rehearing of the Commission’s opinion. 


In prior years, a reserve for possible refunds amounting to $430,000 and the related tax benefit of 
$180,000 were recorded. In the company’s opinion, this reserve is adequate to cover the possible refunds 
under this proceeding. 


(5) Lonc-TERM DEBT — 


Long-term debt and other obligations at April 30, 1969, and amounts due within one year are as 
follows: 


Long-term Current Total 
514% convertible subordinated debentures due 1983 $6,250,000 $250,000 $6,500,000 
Otero ee ee Re eels Gi) Meceets ae 17651 7,000 24,651 


$6,267,651 $257,000 $6,524,651 


The debentures are convertible at the option of the holder into common stock of the company at 
the rate of $43.31 (as adjusted for anti-dilution provisions) principal amount of debentures per share. The 
indenture relating to the debentures contains certain provisions among which (a) Mesa may pay dividends 
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on any class of stock only to the extent of Mesa’s earnings subsequent to April 30, 1968, plus cash 
proceeds of sale of capital stock subsequent to such date, and (b) under certain conditions, Mesa is 
prohibited from incurring any senior funded indebtedness. 


(6) STOCK OPTIONS — 


Under qualified stock option plans approved by the stockholders in 1965 and 1969, 234,376 shares 
of authorized and unissued common stock are reserved for options which may be granted to officers and 
key employees at prices equivalent to market value on the date of grant. The options become exercisable 
in four annual installments commencing one year after the date granted and if not exercised, expire five 
years after the date of grant. As of April 30, 1969, options for 34,283 shares were outstanding at prices 
ranging from $8.89 to $46.37 per share or a total value of $1,147,616. During the year ended April 30, 
1969, options for 275 shares have been exercised at a price of $22.73 for an aggregate option value of 
$6,250 (market value of $11,481). Upon exercising of options the company credits the capital stock 
account with the par value of the shares purchased and credits the balance of the cash received to capital 
surplus and no charge is made to income. 


(7) EVENTS SUBSEQUENT TO AUDITORS’ REPORT — 


On June 18, 1969, Mesa acquired The Swisher County Cattle Co., Harman-Toles Elevator Co., and 
Harman & Toles Grain Co. for 84,144 shares of Mesa common stock. 


On June 27, 1969, Mesa entered into an agreement in principle to acquire Randall County Feed 
Yard, Inc., and Central Leasing Company for $1,000,000 cash, assumption of $1,000,000 of Central’s 
debt and 75,000 shares of Mesa common stock. Under the terms of the agreement, Mesa will pay up to 
an additional 75,000 shares of Mesa common stock contingent upon Randall’s earnings over the next 
three years. 


Auditors’ Report 


To the Stockholders and Board of Directors, 
MESA PETROLEUM Co.: 


We have examined the consolidated balance sheet of Mesa Petroleum Co. (a Delaware corporation) 
and subsidiaries as of April 30, 1969, and the related consolidated statements of income, reinvested 
earnings, capital surplus, and source and use of funds for the twelve-month period then ended. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly in- 
cluded such tests of the accounting records and such other auditing procedures as we considered necessary 
in the circumstances. 


In our opinion, the financial statements set forth above present fairly the financial position of Mesa 
Petroleum Co. and subsidiaries as of April 30, 1969, and the results of their operations and their source 
and use of funds for the twelve-month period then ended, in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the preceding year. 


ARTHUR ANDERSEN & CoO. 


Houston, Texas 
June 13, 1969 
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Financial Highlights 
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1969 1968 1967 19366 1965 

REVENUES: einen te ee $26,957,000 $16,404,000 $16,214,000 $14,178,000 $11,645,000 
Cash flow, excluding 

extraordinaty. caine ee ee $ 9,487,000 $ 7,066,000 $ 6,555,000 $ 5,425,000 $ 4,978,000 
Income before 

extraordinary gain ......... $ 8,257,000 $ 6,034,000 $ 5,521,000 $ 4,653,000 $ 4,341,000 
Earnings per common 

and common 

equivalent share before 

extraordinary gain ......... $2.14 $1.56 $1.40 S122 Ser 
dl otalirassetsteet an. aera eee $78,236,000 $34,231,000 $29,701,000 $22,978,000 $22,150,000 
Stockholders’ 

investmenty Pr. eaten eee $27,806,000 $15,540,000 $21,462,000 $15,749,000 $16,091,000 


Combines the operations of the Company for the four years ended April 30, 1969, and the year ended December 31, 1969, 
with that of Hugoton Production Company for the three years ended December 31, 1967, the twelve months ended April 30, 
1969, and the year ended December 31, 1969, as if they covered the same fiscal periods. 


To Our Shareholders 


Dear Shareholder, 


The year ended December 31, 1969 was of par- 
ticular significance in the history of our Company. 
During the year, we consummated a merger with 
Hugoton Production Company, entered the cattle 
feeding and grain storage business in the Texas 
Panhandle, listed our securities on the New York 
Stock Exchange, reached an agreement in principle 
for the sale of substantial quantities of additional 
natural gas, and continued our record of increasing 
revenues and earnings. 


We also continued our active program of evalua- 
tion, exploration and development of gas and oil 
properties in Western Canada and the United 
States, placing particular emphasis on developing 
our natural gas reserves in the Hugoton Field of 
Kansas. 


RESULTS OF OPERATIONS 


For the fifth consecutive year, Mesa attained in- 
creased earnings and revenues. 


Revenues for the twelve months ended December 
31, 1969 increased to $26,957,000 from $16,- 
404,000 for the twelve months ended April 30, 
1969. Net income rose to $8,257,000 from 
$6,034,000 last year, and per share earnings also 
advanced to $2.14 from $1.56, computed on a 
fully-diluted basis and excluding extraordinary 


gains. We previously announced the change to a 
December 31 fiscal year. 


EXPLORATION AND DEVELOPMENT 


The discovery of significant gas and oil reserves 
depends on qualified people and sufficient financial 
resources. Mesa materially strengthened its posi- 
tion in this regard during 1969. 


We were fortunate in having Mr. Jack K. Larsen 
join Mesa as Vice President in charge of explora- 
tion. Mr. Larsen, who was formerly Manager of 
Exploration for Southern Natural Gas Company, 
brings to this vital position a wealth of experience, 
judgment and ability. His particular knowledge of 
the off-shore Louisiana area should be of immeas- 
urable value to us. Mr. John E. Stobart, formerly 
Exploration Superintendent with Chevron Oil 
Company, joined Mesa as Vice President in 
charge of our Canadian Division headquartered 
in Calgary. Mr. Stobart served in various capaci- 
ties in North and South America during his six- 
teen years with Chevron. 


The acquisitions made during the year, combined 
with profits generated internally, substantially 
increase the cash flow available to us for our 
exploration and development program. We hold 
considerable acreage in North America, and Mesa 
now has greater capability of exploiting the poten- 
tial of these properties. 


LEFT 


Division 


RIGHT 


Agro 


PRODUCTION 


Mesa’s increased production of natural gas and 
oil sales came primarily from Louisiana and 
Canada. We have developed our acreage in the 
Hugoton gas field and will have capacity for 
increased deliveries of natural gas during 1970. 
Our present contract with Kansas Power & Light 
Company calls for minimum annual sales vol- 
umes of 40.5 billion cubic feet of gas. In Decem- 
ber 1969, Mesa and KP&L agreed in principle 
on a new contract for the sale of increased vol- 
umes of gas. At year-end, definitive terms of the 
agreement were being developed. 


AGRIBUSINESS 


After careful study of the economics and potential 
of the cattle feeding business in the Texas Pan- 
handle, where we are headquartered, we acquired 
two custom feedlots with a combined present ca- 
pacity of approximately 100,000 head. Convinced 
of the long range profit potential of the agri- 
business, we formed a new division, Mesa Agro, 
to expand our interests in this field. Mr. Tom 
Herrick, who compiled an enviable record at the 
Randall County Feed Yard which we acquired, 
has assumed the presidency of this division. In 
addition, we acquired in late December a com- 
pany engaged in cattle backgrounding operations 
which owned approximately 26,000 head of cat- 
tle at year-end. 


FINANCIAL POSITION 


During the year we strengthened our capital funds 
with the issuance of $13 million of 8% 15-year 
notes to three institutional lenders, together with 
10-year warrants for the purchase of 91,000 shares 
of common stock of the Company at $45 per 
share. Of this amount, $7 million was drawn down 


Jack K. Larsen, Vice President, 
Exploration, (left) and John E. 


Stobart, Vice President, Canadian 


Tom Herrick, President, Mesa 


in September, 1969, and the remaining $6 million 
was received in January, 1970. 


OTHER ACTIVITIES 


In late December, 1969, we announced that Mesa 
had purchased approximately 12% of the out- 
standing common stock of Southland Royalty 
Company of Fort Worth, Texas. These shares 
were acquired from Gulf Oil Corporation for 
$1,500,000 cash and an 18-month promissory 
note in the principal amount of $13,741,230. On 
December 31, 1969, Mesa filed a Registration 
Statement with the Securities and Exchange Com- 
mission covering 2,506,292 shares of $1.40 Cumu- 
lative Convertible Senior Preferred Stock which 
Mesa intends to offer to the stockholders of 
Southland in exchange for shares of common 
stock of Southland. 


A special stockholders’ meeting will be called to 
approve such offer as soon as the proxy state- 
ment is cleared by the Securities and Exchange 
Commission. The offer will be made only by 
means of a prospectus following effectiveness of 
the Registration Statement. Southland manage- 
ment is actively opposing the exchange offer. 


A more detailed description of Mesa’s activities 
has been included for your information in this 
year’s report. These pages, together with the 
financial statements, are intended to give you a 
better understanding of the operations of your 
Company. 

Sincerely, 


Wye ed he 


T. B. PICKENS, JR. 
Chairman and President 


April 2, 1970 
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EXPLORATION AND DEVELOPMENT 


Leaseholds are our inventory and also in a sense 
our raw material. We lease acreage that has been 
determined to have gas and oil producing po- 
tential. The cost of the leases is a major factor 
in determining our final cost of finding gas and 
oil. The other factors included in the determina- 
tion of finding cost are the expense of carrying the 
land in inventory, seismic and other geophysical 
studies, drilling and completion costs. 


Mesa continues to be cost-conscious when it comes 
to acreage, and our land inventory has been judic- 
iously selected to keep our finding costs down. 
We have in the past sold certain acreage which 
either failed to meet our expectations or appre- 
ciated to a price beyond its worth to Mesa, and 
we will continue to follow this policy. However, 
the increase in our drilling budget from internally 
generated funds now permits us greater flexibility 
in these activities. 


The maps on these pages show the location of 
our acreage and give indications of our activities 
on these properties to date. Since our exploration 
program is continuous, changes will occur through- 
out the year. 


Canada 


This is Mesa’s largest Division, both in size of 
staff and in geographical area. Holdings controlled 
by this Division approximate 2 million net acres. 
Our principal efforts are currently being expended 
in the foothills of western Alberta and eastern 
British Columbia. We own acreage in this area 
and are conducting seismic surveys to earn addi- 
tional acreage and to prepare for bidding at 
future land sales. This area is in the vicinity 
of the prolific Strachan-Ricinus gas-condensate 
fields and holds great promise of additional gas 
fields of this magnitude. 


In the plains of eastern Alberta and western Sas- 
katchewan, exploratory work continues on several 
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large blocks of acreage which include the oil dis- 
covery area of Senex and the gas and oil discovery 
area at Strome. Further drilling will be necessary 
in both areas before production can commence. 
Our holdings in the plains and foothills geologic 
provinces total almost 400,000 net acres. 


Geological and geophysical studies are continuing 
in the outlying geologic provinces of the Yukon, 
Northwest Territories and eastern Canada where 
we own some 1.6 million net acres. The recent 
discovery of oil in the Mackenzie Delta area of 
the Northwest Territories has greatly increased 
the interest of the oil industry in the far north 
country. 
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The table below shows our acreage position dur- 
ing the last three years: 


Acreage Position* 


Gross Net 
196 Oc seca 4,249,000 2,334,000 
LOGS <9 ace ae 3,807,000 2,608,000 
196 Tel Vee 2,681,000 1,664,000 


As indicated, our acreage is widely dispersed to 
give us diversified exposure. The following table 
reflects the geographical disposition of our acre- 
age holdings: 


Area Net Acres* 
Western Canada and Alaska ..... 2,065,000 
Rocky:Mountains# 2 eee 239,000 


Mid-Continent ......... ; ih 23,000 
Gulf Coast 2.946205 ee eee 7,000 
2,334,000 


* Includes drilling reservations, petroleum and natural 
gas reservations, permits and leases. 


Mesa’s principal effort is directed toward those 
known gas and oil provinces where large accumu- 
lations of hydrocarbons occur and can be devel- 
oped at economic unit costs; however, a portion 
of our effort is spent in frontier areas, both do- 
mestic and foreign, where large amounts of pros- 
pective gas and oil acreage can be controlled at 
low cost. In order to spread the risk and to par- 
ticipate in the available opportunities, Mesa op- 
erates with partners in most of its drilling ventures. 
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UPPER LEFT 
Liquid hydrocarbon extraction 
plant near Ulysses, Kansas 


UPPER RIGHT 
Drilling rig offshore Texas 


LOWER 
Night drilling in Western 
Canada 
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Gulf Coast 


Mesa began exploring in this area Over a year ago 

and by year-end had established gas-condensate 
production in three onshore fields, one in Texas 
and two in Louisiana. Several prospective areas 
have been scheduled for drilling onshore during 

1970, however, a part of our effort will be spent 

in preparing for bidding at future Federal Offshore — 
lease sales. Intensive seismic and geologic studies, 
in which we are participating with partners, are in 
the final stages. This highly prospective area con- _ <) 
tinues to yield large reserves at low unit finding —_— . 
costs. Mesa owns a small interest in a large pros- 
pective block in the High Island area offshore 
Texas, and we expect to conduct further explora- 
tory drilling on this block during the year. 
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Rocky Mountains 


The efforts of this Division are confined largely to 
exploring for structures in the multiobjective Wil- 
liston basin of Montana and North Dakota where 
several attractive Ordovician Red River fields 
have been discovered in the past two years. Mesa 
owns some 111,000 net acres in the basin. Else- 
where, we maintain 41,000 net acres in the Pow- 
der River basin where the Cretaceous Muddy 
sandstone play continues to expand. The attrac- 
tiveness of this stratigraphic play has resulted in 
little or no acreage being available for leasing; 
owever, we continue to seek suitable opportun- 
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Mid-Continent 


This Division’s primary function is to explore for 
new reserves in the Anadarko basin of western 
Oklahoma and the Texas Panhandle, but it is also 
responsible for the exploration activities in the 
Santa Barbara Channel where we own a minor 
interest in two blocks totaling 11,520 acres. This 
Division is also responsible for our exploration 
efforts in Alaska. We expect increased explora- 
tory activity in the Cook Inlet where we own a 
major interest in over 20,000 acres. In the Gulf 
of Alaska we are participating in group seismic 
programs preparatory to bidding at future Fed- 
eral sales. 


Development operations in the Mid-Continent Di- 
vision include our extensive drilling program to 
develop the gas reserves in the Council Grove 
formation of the Hugoton Field in Kansas. Dur- 
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ing the past year, 96 Council Grove wells were 
drilled, all of which were completed as gas wells. 
The results of this development program have 
been very gratifying in that the productivity of 
the wells has exceeded our expectations. On seven 
of these Council Grove wells we also tested deeper 
zones with negative results. 


In addition, 71 of the existing 152 Chase Group 
wells were sand fraced for the first time, greatly 
improving their deliverability, which will result in 
increased allowables for these wells. As of Decem- 
ber 31, 1969, we had 282 gas wells capable of 
production in the Hugoton Field, of which 186 
were hooked up to transmission lines. Present 
plans are to have all of these wells on production 
by mid-1970. 


PRODUCTION 


The bulk of our production consists of natural 
gas from the Hugoton Field in Kansas which is 
sold to Kansas Power & Light Company under 
long term contracts. Mesa and KP&L have agreed 
in principle to replace the existing gas sales con- 
tracts with a new contract for augmented volumes 


CHASE GROUP WELLS 
COUNCIL GROVE WELLS | 


over a 20-year period. Mesa’s net gas reserves in 
this field, including those presently under contract 
to KP&L, amount to approximately 1.5 trillion 
cubic feet. Our development program of the Coun- 
cil Grove reservoir in this field is substantially 
complete, and it is anticipated that all of the re- 
serves underlying this acreage will be fully de- 
veloped during the first half of 1970. The maps on 
this page give a complete picture of the properties 
in this field and indicate our drilling activities 
to date. 


The gas produced from the Hugoton Field is pres- 
ently being processed in our liquid hydrocarbon 
extraction plant located on the properties near 
Ulysses, Kansas. The plant recovers propane, bu- 
tane, and natural gasoline from the natural gas 
stream. In order to realize the full economic ad- 
vantages from our proposed increased gas sales, 
it will be necessary to expand the plant capacity. 
An engineering study of the proposed expansion 
has been made and it is anticipated that the en- 
largement will be completed during the last half 
of 1970. By processing the additional volumes of 
gas, our recovery of liquid hydrocarbons will be 
increased. 
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AGRIBUSINESS 


The application of modern methods to livestock 
feeding can produce highly satisfactory profits, 
and it was this consideration that prompted us to 
acquire two well-managed custom feedlots located 
in our immediate vicinity. 


Mesa Agro custom feeds cattle for customers 
and for its own account prior to the sale to meat- 
packers. The fee for the custom feeding service 
is based on the quantity of feed consumed by the 
animals while they are in the lot. Mechanized 
feeding methods allow us to perform this function 
on a more favorable basis than our customers 
could. In addition, our feedlots deal in large num- 
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bers of cattle which permits considerable econo- 
mies not available to the individual cattle raiser. 


Our present capacity of approximately 100,000 
head is near some of the largest meatpacking fa- 
cilities in the world. Cattle and feed grain are 
locally available and the area is ideally suited to 
year-round operations. 


Mesa Agro is also engaged in the acquisition 
of beef cattle weighing between 250 and 450 
pounds for grazing on wheat or pasture land 
until the cattle are of the desired weight for 
placement in the feedlot for fattening. This opera- 
tion is expected to complement the feedlot 
business. 


Gross Revenues Net Income 


(before extraordinary gain) 
IN MILLIONS OF DOLLARS IN MILLIONS OF DOLLARS 


0) 
1965, 1966 1967 1968 1969 1968 1969 


oO 


Cash Flow : Earnings Per Share 


(excluding extraordinary gain) (before extraordinary gain) 
IN MILLIONS OF DOLLARS 


0 0) 
1965 1967 1968 1969 1965 1966 1967 1968 1969 
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Consolidated Statements 


of Income 


For Twelve-Month Periods Ended December 31, 1969 and April 30, 1969 


REVENUES: 


Natural gas and oil sales 
Products extracted from natural gas 


Proceeds from drilling arrangements and sales of oil and gas leases 
held for resale 


Feed, grain, and cattle operations 


Gilsonite sales, dividends, interest, and other income 


EXPENSES: 


Operating expenses and royalties 


Cost of drilling arrangements and sales of oil and gas leases held 
for resale 


Cost of feed, grain, and cattle operations 


General and administrative 


Interest 


Depreciation, depletion, and amortization (Note 3) 
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INCOME BEFORE INCOME TAXES AND EXTRAORDINARY GAIN ........ 


Provision for federal and state income taxes (Note 4) ........ 


INCOME BEFORE EXTRAORDINARY GAIN 


GAIN ON SALE OF MARKETABLE SECURITIES, net of taxes at April 30 


NET INCOME (Note 4) 


@, (0) ©: 6 1e) 0) (6) (6. 6, fo) we) 0 0 


) 


Bie ome AStkeure Meio: jer a! vewle:\/e\« ud le (aie! “#1 \e-b.0, 161 67-8: 


EARNINGS PER COMMON AND COMMON EQUIVALENT SHARE (Note 9): 


(See accompanying notes to financial statements.) 
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Income before extraordinary gain 


Gain on sale of marketable securities 


Net income 


ee) (pe) e/le Niele jen 606 (ence 


eo) (éh ie) le. ie) le, sel fe! 6.16! 00) "el er ve, je @. \e (6) 0 6 


ee 


Meise) ie ie1 ey S| eh elie) (@, 0, fe (0 ¢) ¢]/,¢ 9) © 40) (6) fe :e 40 


December 31, 
1969 


$10,449,986 
1,184,216 


3,231,920 
11,476,881 
614,169 


$26,957,172 


April 30, 
19369 


$ 9,968,496 
1,419,255 


4,176,367 


840,358 


$16,404,476 


> 3,013,120 


$ 2,716,608 


1,856,752 2,384,724 
10,030,566 — 
[P3ll53865 1,307,614 
1,258,176 591,234 
[229,518 1,032,074 
$18,699,797 $ 8,032,254 
$2,200 5315 $8,372,222 
os 2,338,500 
he oP pou! 520,033,722 
273,908 186,266 


$05,951,283 


$ 6,219,988 


Consolidated Balance Sheets 


December 31, 1969 and April 30, 1969 


Assets December 31, April 30, 
1969 19369 
CURRENT ASSETS: 
Cash (including certificates of deposit of $500,000 
at December 31 and $1,500,000 at April 30) (Note 6) ....... $ 2,512,767 $ 2,276,592 
Marketable securities, at cost (market value of approximately 
$1,423,000 at December 31 and $5,800,000 at April 30) ..... 13595165 5,250,771 
Accounts: receivable* 1.2. -s4. cos = es trol 2 eee aaa 4,807,830 2,0. 04d. 
Inventories, at cost which is not in excess of market (Note 6) — 
Oil and gas leases held for resale within one year .......... 1-538,262 1,245,830 
Grain, feed; -and«cattle 2)... 292s aces ee ee ee 7,470,582 — 
Other anargettk a Eee ea ee ee ree 137,230 125,218 
Prepaid) expenses, oi) wee ee eee 115,619 54,405 
Total current assets... sarae, ee  e  ee $17,938,055 $11,802,993 
INVESTMENTS, at cost: 
Southland Royalty Company, 338,794 shares of common stock 
representing 12% ownership (Notes 6 and 10)) : 255... a. $15,254,373 $ — 
01s) snr eee Sr Ue Mera Saal Whom Sin target’ cS kr tate oc a" eadadco 6 4 1,494,684 142,133 
$16,749,057 $ 142533 
PROPERTY, PLANT AND EQUIPMENT, at cost (Notes 3 and 6): 
Plant, producing and nonproducing oil and gas leases, wells 
and equipinent 4.245... ae ue se eee ees eee $36,412,064 $27,643,950 
Grain and ‘cattlesteeding facilities saga, - se 6,401,166 — 
Gilsonite mining properties, plant, and equipment ............. 15299 761 1,2515925 
Automotive, office, and other properties. eeewe ee eee 859,985 182,098 
$44,972,976 $29,077,973 
Less — Accumulated depreciation, depletion, and amortization .. 8,588,849 7,313,206 
$36,384,127 $21,764,767 
EXCESS OF Cost OF COMPANIES ACQUIRED OVER EQUITY IN NET 
TANGIBLE ASSETS AT DATE OF ACQUISITION, not being amortized 
GINO G62 2) g- a gerne cad cae petons cela Ste etek CRS 1 en ns Pe $ 6,078,065 $ — 
DEFERRED CHARGES AND OTHER ASSETS: 
Debt discount expense, net of amortization .................. $e 47259 $ 289,409 
Cashisurrender. value-of lite"insurance...- 1-1 ee 155,768 170,092 
Deposits andsdeferred<chargess..ae- ee 184,016 62,088 
$ 1,087,043 S$: VS215S89 
$78,236,347 $34,231,482 


(See accompanying notes to financial statements.) 
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MESA PETROLEUM CO. awo suBs/DIARIES 


Liabilities Bier a 
CURRENT LIABILITIES: 
Curcentsmaturities on long-term debt... 5.4.4.4 250 cs be ones S224 2227 $ 257,000 
Une we Mime OLe cm payiaDlee sake cr. ars.. fale snisn eke ane So caer —— 855,341 
zxccounts payable and accrued liabilities .2.........)..-4.55.. ola 1,938,825 
inescnvemor possibleererund (NOtes9)) g..cc. nace sc nates ae 430,000 430,000 
Puce UCUMICCIEL AL AINCOME LAXCS: tak Ser a Se GU sep ole bio Whee see 726:035 260,195 
DW AONUSHUCCIOTOd meet ine: Mies Shine Reayee a) eiiay Wala bee — 279,450 
Current liabilities, excluding short-term notes payable 

wich have: beenrelimanced: - 4 ..bl.. eee es ee ne $11,310,435 $ 4,027,411 

Short-term notes payable which have been refinanced 
ime January..1970 and September, 1969 (Note 6) 22... 02.2... D5 305500 8,309,568 
‘Total*curent- abilities: 270 Seen ee ee eee $16,848,935 $12,336,979 
PONG LERM: DEBE. (INOtE..6)) cociic: cei kwon. « orca ee ee ee cs $35,823,790 $ 6,524,651 
Wesse— © UNFEN(, MIAMIIIUIES. che cal eas Aare een ae 2,242,227 ___ 257,000 
$33,581,563 526,267 6511 
PEEERRED CREDITS 4656 6c sn ae ee Be bee eR $ — $ 86,559 


STOCKHOLDERS’ INVESTMENT (Notes 1, 2, 7, 8 and 10): 
Preferred stock, $1 par value, issuable in series, 
5,000,000 shares authorized — 


$2.20 cumulative convertible senior preferred stock, 
issued 851,110 and 1,117,801 shares, respectively 
(liquidating preference of $63,833,250 at December 
SERED CD Wea eee at ON ee gt ait aed Safwan tae he AN Se So Is iO rei S01 


$2.20 cumulative convertible preferred stock, issued 
163,376 and 265,381 shares, respectively (liquidating 


preterence 01,512,253, 200.at December 3, 1969)... 3... 163,376 265,381 
Common stock, $1 par value, authorized 5,000,000 shares; 
issued 2,070,052 and 1,147,382 shares, respectively ........ 2,070,052 1,147,382 
Warrants to purchase 49,000 shares of common stock (Note 6) .. 318,500 ~ 
a PIt QS UED IS wr egret arg ee seg Serle een cee ee Sn eth, Bn ay veee sn ents 11,810,969 4,136,285 
NeinvestedvearmingsuUNOte Oma a es ae nee fm he. on ee 12,662,068 8,873,444 
Treasury stock, 1,898 shares of common stock, at cost ........ C0226) — 


$27,805,849 $15,540,293 
$78,236,347 $34,231,482 


(See accompanying notes to financial statements.) 
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Consolidated Statements of 
Reinvested Earnings and 
Capital Surplus 


For the Twelve-Month Periods Ended December 31, 1969 and April 30, 1969 


December 31, 
1969 
REINVESTED EARNINGS: 
Balance, beginning of period... 6. eee eee $) 71235808 
Net: income for the. period, 2.4.0.1. ususiaiaes ce en eee ea 8,531,283 
Cash dividends — 
Mesa: common’ StOCk ns. svaca tes eee ce ee eee (162,445) 
Hugoton common stock, prior tosmergcr 7. a (916,667) 
Mesa preferred "stocks roe. creer eee ee (1,913,974) 
Adjustment to reflect Hugoton’s net income and dividends for the 
four months'ended April 30) 19680 aa eee — 
Elimination of Mesa’s 8% investment in Hugoton which was 
acquired for cashs(Note Pian enn ee ee ee — 
Balance,,end’ of periods (Note: 6) 2). =e ae eee $12,662,068 
CAPITAL SURPLUS: 
Balance, beginning *ofepenodie.. . cee a ee $ 4,634,967 
Stock optionssexercised NOte. 8) an aera ee ee eee eens 1,999 
Conversion of cumulative convertible preferred stocks .......... (354,819) 
Expenses incurred in connection with the merger of Mesa and 
Hugoton, osc. oie eet tale ees ead Cee EROS ot eee ee ear (497,799) 
Elimination of Mesa’s 8% investment in Hugoton which was ac- 
quiredifor cash (Note <1) isa css conte cre et eee — 
Excess of market value over par value of common stock issued 
for companies acquired in 1969 (Note 2) 32.............5- 8,129,184 
Retirement of $2.20 preferred stock acquired from Harman & 
Toles: Grain Cox (NGG. 2) eee eee ee (102,563) 
Balance, ‘end of perlode... aie eee nee $11,810,969 


(See accompanying notes to financial statements.) 


April 30, 
1969 


$10,797,160 


6,219,988 


(79,866) 
(2,309,016) 


(382,834) 
20,416 
(5,392,404) 


$ 8,873,444 


$ 8,154,395 
5,975 


(154,960) 
(990,970) 


(287 a) 


$ 4,136,285 
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Consolidated Statement of 
Source and Use of Funds 


For the Twelve Months Ended December 31, 1969 


FUNDS WERE OBTAINED FROM: 


INSEE TI SDERLSN pee Pe IPS Be Cea MA AR ae 
Depreciiuon cep euions andsamoruzation: of... oe ee es oa Bs a 
Fair value of common stock issued for companies acquired in 1969 .......... 
Ouse Lie DOLLOWING Str. trae mee ees omen he 3 Glee ee Cae ae 


Short-term notes payable, retinanced inj January, 1970 2. on ne ten 


Fair value of warrants to purchase 49,000 shares of common stock issued 
MEPCONMECUON WILE OCTICG Ne mOLES on rc tee vee ian ten ot it ee ee 


BLOCCEMS ATOM CXCICIS: Of: SLOCK OP LIONS ty eeciee epee tan thane eaten tawt: aed Siete w.cilene 


FUNDS WERE USED For: 


Capital expenditures, net of retirements — 

Oileand dds “properties ee ween ee ete ee we eee te se Goa ae oe, oe 
Feedwcrainsandscattlettaciliticsyepar. 2s omen eet ean htc vse ey ee hte be tise 
Others Ploperilesy pane ae cen. ocean Spee ice Note cia Serena a.toy oi 
Investmentim southland Royalty, Companvyenne ree) ke srs 5 See ae 
Net additions torotherainvestments: and, OLNEE ASSClS 2.10.0 ee oe ee) ee le 
IPAvMenc Ol-Cashedividendses eres ee ert ners Oe some ee tr as Boao e oe Seale eaes 


Expenses incurred in connection with the merger of Mesa and Hugoton ...... 


Increase in working capital, excluding short-term notes payable refinanced in 
Pantary Ol Os OM wer nese ee we, Meat eee oe thy Saat NG Were Manes gS ee SE SI 


(See accompanying notes to financial statements.) 


December 31, 


1969 


$ 8,531,283 
1,229,318 
8,189,039 

20,461,978 


5,538,500 


318,500 


2,124 
$44,270,742 


$10,290,485 
12,479,231 
625,873 
15,254,373 
346,943 
2,993,086 


497,799 


7S82,952 
$44,270,742 


MESA PETROLEUM CO. awo suBsi/DIARI/ES 


Notes to Consolidated Financial Statements 


(1) MERGER WITH HUGOTON PRODUCTION COMPANY — 


On April 29, 1969, the stockholders of the Company and Hugoton Production Company approved the merger of 
Hugoton into the Company; such merger became effective April 30, 1969. 


Prior to the merger and pursuant to an exchange offer, the Company acquired 458,965 shares of Hugoton com- 
mon stock in exchange for an equal number of shares of the Company’s $2.50 cumulative convertible preferred stock. 
In addition, the Company purchased 134,994 shares of Hugoton common stock in the open market for $8,405,553. 


Under the terms of the merger each share of Hugoton common stock (other than the shares owned by the Com- 
pany) was exchanged for one share of a new series of $2.20 cumulative convertible senior preferred stock of the 
Company. The senior preferred stock is entitled to one vote per share and preferential annual cash dividends of $2.20 
per share, is convertible into 1.875 shares of common stock of the Company until March 1, 1974, and 1.6 shares 
thereafter, is entitled to a preferential payment of $75 per share on liquidation, and is redeemable at $85 per share 
until March 1, 1974, and $75 per share thereafter. 


The outstanding common stock of the Company is unchanged in the merger. However, the terms of the Com- 
pany’s outstanding $2.50 preferred stock issued in the Company’s exchange offer to Hugoton stockholders in Novem- 
ber, 1968, were amended to provide for a $2.20 annual dividend and for conversion into 1.875 shares of the Company’s - 
common stock until March 1, 1974, and into 1.6 shares thereafter. The basic terms of such outstanding preferred 
shares and of the senior preferred stock are identical, except that the senior preferred stock has preferential rights 
as to dividends and distributions in liquidation. 


The accompanying consolidated financial statements, which include all subsidiaries of the Company, reflect the 
merger of Hugoton into the Company on a 100% pooling of interests basis. In connection with the pooling, the 
134,994 shares of Hugoton common stock purchased by the Company in the open market for $8,405,553 were can- 
celled by a charge to common stock ($134,994), capital surplus ($2,878,155) and reinvested earnings ($5,392,404). 


(2) ACQUISITIONS TREATED AS PURCHASES — 


On June 18, 1969, the Company acquired The Swisher County Cattle Co., Harman-Toles Elevator Co., Harman 
& Toles Grain Co. and Harman-Toles Seed Company for 84,144 shares of the Company’s common stock. 


On August 1, 1969, the Company acquired Randall County Feed Yard, Inc., and Central Leasing Company for 
cash and assumption of debt aggregating approximately $1,950,000 and 75,000 shares of the Company’s common 
stock. An additional 75,000 shares of the Company’s common stock were deposited in escrow to be delivered to the 
former stockholders of Randall or returned to the Company upon the basis of the earnings of Randall for the years 
ae 1971, and 1972. These additional shares have been reflected as issued and outstanding in the accounts of the 

ompany. 

On December 24, 1969, the Company acquired all of the capital stock of Central Cattle Company, Inc., for cash 
and indebtedness aggregating $3,000,000. 

The acquisition of each of the above companies has been accounted for as a purchase by the Company, and their 
operations have been included in the statement of income of the Company from their respective dates of acquisition. 
The net assets of these companies have been recorded in the accounts of the Company at the value of the total con- 
sideration given, including 234,144 shares of common stock of the Company which was valued substantially at quoted 
market prices on the dates of acquisition. The purchase price of the foregoing acquisitions was assigned first to the 
net tangible assets acquired based on appraisal values at dates of acquisition and the balance ($6,078,065) is carried 
as an intangible asset in the accounts of the Company and will not be amortized until such time as a diminution of its 
value becomes evident. 


(3) ACCOUNTING PoLiCy RELATING TO OIL AND GAS PROPERTIES AND DEPRECIATION — 


The Company follows the accounting policy of capitalizing, for financial purposes, all direct costs incurred in the 
acquistion, exploration, and development of gas and oil reserves, including non-productive costs. Such capitalized 
costs are being amortized on a company-wide composite unit-of-production method over the aggregate productive life 
of all of its producing properties. Under this method of accounting, no gains or losses are recognized upon the sale or 
disposition of oil and gas properties, except in extraordinary transactions. From inception of the Company on May 1, 
1964, through December 31, 1969, nonproductive costs capitalized, net of gains on sales of producing properties which 
have been credited to property and amortization, amounted to approximately $4,406,000. Prior to the merger with the 
Company, Hugoton was not significantly engaged in exploration activities and the amount of exploration costs incurred 
by Hugoton prior to the merger was insignificant. Effective May 1, 1968, the provision for depreciation, depletion, 
and amortization was computed by pooling the Company and Hugoton’s oil and gas property costs, recoverable re- 
serves and production. For the period prior to May 1, 1968, depreciation and amortization were computed on a sep- 
arate company basis. 


Gilsonite properties, other than mine and mill equipment, are amortized on the unit-of-production method. De- 
preciation of mine and mill equipment, grain and cattle feeding facilities, and other equipment is provided on the 
straight-line method of depreciation. 
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(4) INCOME TAXES — 


Inasmuch as the merger of the Company and Hugoton did not become effective until April 30, 1969, the pro- 
vision for Federal income taxes was computed on a separate company basis for all taxable periods ending prior to that 
date. Because of the deductibility for tax purposes of statutory depletion and intangible drilling and exploration costs 
which are capitalized and amortized for financial reporting purposes, no provision for Federal or Canadian income 
taxes has been necessary for operations conducted by the Company prior to the merger with Hugoton. Also, because of 
the deductibility for tax purposes of these items, no provision for Federal, Canadian, or state income taxes was neces- 
sary for the year ended December 31, 1969. For operations conducted by Hugoton for the twelve months ended April 
30, 1969, the provision for Federal income taxes for financial reporting purposes was based on actual taxes payable for 
the eight months ended December 31, 1968, and the provision for Federal income taxes for the four months ended 
April 30, 1969, was based on the estimated effective tax rate for the calendar year 1969 which gave effect to $5,000,000 
of estimated intangible drilling costs to be incurred during 1969 on the Hugoton properties. These intangible drilling 
costs which are capitalized for financial reporting purposes and expensed currently for Federal income tax purposes 
a the effect of decreasing the provision for Federal income taxes for the four months ended April 30, 1969, by 

5,000. 

Deferred Federal income taxes applicable to intangible drilling and exploration costs, which are capitalized for 
financial purposes as discussed in Note (3) and are deducted as incurred for Federal income tax purposes, will be pro- 
vided for at such time as these reductions reduce the future tax deductions applicable to the Company’s present oil and 
gas properties below the present unamortized book cost of such properties. 

As of December 31, 1969, the Company had estimated unused operating loss carry-forwards of approximately 
$2,000,000 (expiring $780,000 in 1972 and $1,220,000 in 1973) which are available, subject to certain limitations, to 
reduce Federal income taxes which may be payable in future periods. 

The Tax Reform Act of 1969 provides for many changes which may affect the amount of Federal income taxes 
payable by the Company in future years. The Company estimates that, had this Tax Reform Act been in effect during 
the entire year of 1969, Federal income taxes payable, before giving any consideration to the utilization of operating 
loss carry-forwards, would have been increased by approximately $300,000. 


(5) FEDERAL POWER COMMISSION PROCEEDING — 

In a proceeding before the Federal Power Commission, the Company is seeking to obtain authorization for 
the abandonment of a now discontinued sale of natural gas by Hugoton to Panhandle Eastern Pipe Line Company. 
In April, 1969, the Commission denied the application and ordered Hugoton to make refunds for the years 1961 
until the present amounting to approximately $830,000, plus interest thereon. The maximum amount of refund 
including interest through December 31, 1969, net of tax effect, is estimated to be $628,000. In May, 1969, the Com- 
pany applied for a rehearing of the Commission’s opinion, and the application was denied on June 13, 1969. The 
Company filed a petition to review the Commission’s order in the United States Court of Appeals for the Fifth 
Circuit on July 31, 1969, and the matter is presently pending for briefing and argument in that court. 

In prior years, a reserve for possible refunds amounting to $430,000 and the related tax benefit of $180,000 were 
recorded. In the Company’s opinion, this reserve is adequate to cover the possible refunds under this proceeding. 


(6) SHORT-TERM NOTES PAYABLE AND LONG-TERM DEBT — 

Short-term notes payable as of December 31, 1969 include $4,808,000 of 8% and 9% notes payable to a bank 
which were secured by the Company’s cattle inventory and a $500,000 certificate of deposit. In January, 1970, these 
notes, along with other unsecured obligations, were liquidated primarily from the proceeds from the $6,000,000 of 
8% notes issued in January, 1970, which are mentioned below. 

Long-term debt and other obligations at December 31, 1969, and amounts due within one year are as follows: 


Long-Term Current Total 

5%% Convertible Subordinated Debentures due 1983 ........ $ 6,045,245 $ 250,000 $ 6,295,245 
Promissory Note due June 26, 1971, bearing interest at 6% per 

annum until June 1970 and prime rate thereafter .......... 13,741,230 oe 13,741,230 
8%. Secured: Notes. Series “A”, due 1985 J... 605.4 s:60en 00s 7,000,000 = 7,000,000 
812% unsecured Promissory Notes due in annual installments 

throws heVantany 2091/5 arene eee eee ee erate 2,980,000 — 2,980,000 
Long-term bank indebtedness maturing from 1970 to 1976, and 

bearing interest at annual rates from 742% to 104% ...... 3,440,053 1,895,358 5,335,411 
CU Cri acres Wr eee eras eR RT oh RSG eres ela Che OEE & ale 375,035 96,869 471,904 


$33,581,563 $2,242,227 $35,823,790 


The 542% convertible subordinated debentures due 1983 are convertible at the option of the holder into common 
stock of the Company at the rate of $43.31 (as adjusted for anti-dilution provisions) principal amount of debentures 
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per share. The indenture relating to the debentures contains certain provisions among which (a) the Company may 
pay dividends on any class of stock only to the extent of the Company’s earnings subsequent to April 30, 1968, plus 
cash proceeds of sale of capital stock subsequent to such date, (b) under certain conditions, the Company is pro- 
hibited from incurring any senior funded indebtedness, (c) the Company and its subsidiaries must be free of current 
liabilities for money borrowed for at least 45 days during each period of 12 consecutive calendar months commenc- 
ing with September 1, 1968 and with the first day of each calendar month thereafter and (d) no subsidiary of the 
Company may incur funded indebtedness. 


The 8% series “A” notes due 1985 were issued to three institutional lenders, along with 10-year warrants for 
the purchase of 49,000 shares of common stock of the Company at $45 per share. An additional $6,000,000 of such 
8% secured notes and warrants for the purchase of 42,000 shares were issued to such lenders in January, 1970. 
The Company has the option to purchase the warrants at $50 per warrant at any time prior to September 
1, 1978. Under the mortgage relating to the Company’s 8% secured notes due 1985, the Company has pledged 
its Hugoton field oil and gas properties and has agreed to pay dividends on any class of stock only to the 
extent of its unconsolidated earnings subsequent to April 30, 1969. As of December 31, 1969, $3,219,911 was avail- 
able to the Company free of such restrictions for the payment of dividends. Under the mortgage agreement the Com- 
pany has agreed to maintain unconsolidated current assets in excess of unconsolidated current liabilities, as defined, 
and the Company may incur additional indebtedness, not junior to the mortgage notes, only under certain conditions. 
The mortgage agreement allows the Company, subject to certain conditions and limitations, to secure under the mort- 
gage additional borrowings of $39,000,000. In connection with the acquisition by the Company on December 26, 1969 
of 11.9% of the outstanding stock of Southland Royalty Company from Gulf Oil Corporation, the Company (a) issued 
its eighteen-month promissory note to Gulf in the amount of $13,741,230 and (b) agreed with Gulf that in the event 
the Company secured additional loans under the mortgage agreement in excess of 50% of the maximum additional 
amount permitted to be outstanding, such excess over 50% would be applied to repayment of the promissory note 
held by Gulf. 

The notes payable to banks bear interest at annual rates from 744% to 1042% and mature in varying amounts 
from 1970 to 1976. Under these bank loans the Company has pledged substantially all of its Canadian and U.S. (other 


than the Hugoton field) oil and gas properties, has substantially pledged its grain inventories and has partially pledged 
its feed lot facilities. 


(7) ANALYSIS OF COMMON AND PREFERRED STOCKS — 


An analysis of the Company’s common and preferred stocks for the year ended December 31, 1969, is set 
forth below: 


$2.20 Senior $2.20 
Common Preferred Preferred 
Balance, December 31, 1968 — 
COMM LIN CONNINI SHWKES soaceccosccctonnncouseounboeone IROMME ot 
Hugoton common shares, including shares acquired by the 
Company for cash, exchanged upon consummation of the 
DOA y Ae) meter atari ceee moteur PAB nee ce anren on SSstias, 1h 58 ante abm es bin, Bet 15252 195) 

Hugoton common shares acquired in an exchange offer ...... 307,399 
CoMMeeN Ol WSO joneieneel SOO oscconcccceccccnsoncunnede 75,631 (42,018) 
Cancellation of Hugoton common shares acquired by the Company 

LOT. COSI Werner: ae anne caer pn eke ee a ees Oe ren (134,994) 
Conversionvof 92-20 senior preteimed stock, wanes ee eee 499,988 (266,691) 
Conversiongofes22 OmpretentedastOc anni ii tanita n ene 188,413 (100,505) 
Shares issued for companies acquired “in 1969) 22 aes nee se 234,144 
Retirement of stock acquired from Harmon & Toles Grain Co. .... (1,500) 
Stock#oplionsr exenciseduamies weet Meret ce hee er eee eee ee 125) 

Balances December ss :lr1 9.69 emer eerie ree ae 2,070,052 851,110 163,376 
Common and common equivalent shares Total 
at Decembersesi1nl9.69 wer nese eters rie nar ae ea 397221320 T0,052 1,595,831 306,330 


(8) STock OpTions — 


Under qualified stock option plans approved by the stockholders in 1965 and 1969, 234,114 shares of authorized and 
unissued common stock are reserved for options which may be granted to officers and key employees at prices equival- 
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ent to market value on the date of grant. The options become exercisable in four annual installments commencing one 
year after the date granted and if not exercised, expire five years after the date of grant. As of December 31, 1969, 
options for 70,646 shares were outstanding at prices ranging from $8.89 to $46.38 per share or a total of $2,669,335. 
During the year ended December 31, 1969, options for 262 shares have been exercised at prices of $19.09 and $36.63, 
respectively, for an aggregate option value of $7,194 (market value of $10,462). Upon exercising of options the Com- 
pany credits the capital stock account with the par value of the shares purchased and credits the balance of the cash 
received to capital surplus and no charge is made to income. 


(9) EARNINGS PER SHARE — 


Earnings per share have been computed based upon the weighted average of common shares outstanding during 
each period and assuming conversion of all preferred stocks, and exercise of stock options which have a dilutive effect. 
The 54%2% convertible subordinated debentures and the warrants outstanding have not been considered in computing 
earnings per share as the effect of the exercise of the warrants and conversion of debentures would not be dilutive. 


(10) PrRoposED TENDER OFFER TO SHAREHOLDERS OF SOUTHLAND ROYALTY COMPANY AND LITIGATION — 


In late December, 1969, the Company purchased 11.9 percent of the outstanding common stock of Southland 
Royalty Company. These shares were acquired from Gulf Oil Corporation for $1,500,000 in cash and an 18-month 
promissory note in the principal amount of $13,741,230. On December 31, 1969, the Company filed a Registration 
Statement with the Securities and Exchange Commission covering 2,506,292 shares of $1.40 Cumulative Convertible 
Senior Preferred Stock, which the Company intends to offer to the stockholders of Southland in exchange for each 
share of common stock of Southland. A special stockholders’ meeting will be called to approve such offer as soon as 
the proxy statement is cleared by the Securities and Exchange Commission. The offer will be made only by means of 
a prospectus following effectiveness of the Registration Statement. Southland’s management is actively opposing the 
exchange offer. On February 6, 1970 Southland filed a lawsuit against Mesa in the United States District Court for 
the District of Delaware, alleging certain violations by Mesa of the Securities Act of 1933 and the Securities Exchange 
Act of 1934 and seeking to enjoin Mesa from making the exchange offer. 


Auditors’ Report 


To the Stockholders and Board of Directors, 
MESA PETROLEUM Co.: 


We have examined the consolidated balance sheet of Mesa Petroleum Co. (a Delaware corporation) 
and subsidiaries as of December 31, 1969, and the related consolidated statements of income, reinvested 
earnings, capital surplus, and source and use of funds for the year then ended. Our examination was 
made in accordance with generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circum- 
stances. We have previously examined and reported on the financial statements as of April 30, 1969. 


In our opinion, the financial statements set forth above present fairly the financial position of Mesa 
Petroleum Co. and subsidiaries as of December 31, 1969, and the results of their operations and their 
source and use of funds for the year then ended, in conformity with generally accepted accounting prin- 
ciples applied on a basis consistent with that of the preceding period. 


ARTHUR ANDERSEN & Co. 


Houston, Texas 
March 20, 1970 
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New York Stock Exchange Executive Vice President John Cunningham (left) welcomes Chairman and President 


T. B. Pickens, Jr., (center) and Wales H. Madden Jr., Director, to the Trading Floor on the occasion of its stock 


listing, December 8, 1969. 
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